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KEY ECONOMIC “INDICATORS 


\ll1 values in million US$ 
anless otherwise stated 
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Years are fiscal years (FY) 
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5DP at current prices (6/74) 
;3DP at constant (FY67) prices (6/74) 
Per Capita GDP, Current prices (6/74) 
Plant & Equipment Investment (6/74) 
Labor Productivity Index (FY67=1000) 
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Personal Income (6/74) 
Ingot Steel Prod. ('000 tonnes) (6/74) 
Electricity Prod. (mil.kwh) (6/74) 
Employment (Civilian) (‘000 persons) (6/74 
Avg. Unemployment Rate (%) (6/74) 


MONEY AND PRICES 
Money Supply (6/74) 
Public Debt Outstanding (6/74) 
External Debt (6/74) 
Ext.Debt Service Ratio(6/74) (%) 
Interest Rates 
Savings Banks Deposit Rate (6/74) (%) 
Com'l. Banks Overdraft Rate (6/74) (%) 
Consumer Price Index (FY67=100, 6/74) 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exch. Reserves (6/74) 
Balance of Payments (6/74) +/-* 
Balance of Trade (6/74) +/- 
Exports, FOB (6/74) 

U.S. Share (6/74) (%) 
Imports, FOB (6/74) 

U.S. Share (6/74) (%) 


MAIN EXPORTS TO U.S. 
compounds ($133.2); 
($67.8); 


Fish & fish preps. 
Sugar & sugar preps.« ($44.3); 


(FY74): Meat & meat preps. 
($50.6); 
Non-ferrous metals 


Exchange Rate: 
headings and Footnotes (1), (2 


42,568 
34,073 
3, 285 
2,259 
1,131 
115.39 
34,724 
6,585 
$9,501 
4,507 


1.78 


20,893 
16, 748 
1,721 


124.5 


4,492 


1, 687 
1,035 
5, 723 
12.6 
4,688 
21.8 


Various, see colum 
C (FY74) 
US$1.00= |US$1.00= 
ASO.705 ASO.671 


52,860 73,423 2 


30, 997 37,273 
20,913 22,811 


B (FY73) 


14.4 


134.7 154.1 
6,14 5,474 |-15.2 


-1,000 = 
: 32.222 
10, 186 


7,977 


($562.7); Chemical elements & 
Metalliferous ores & scrap 


($44. }) 


MAIN IMPORTS FROM U.S. (FY74): Machy., other than electric ($493.2); Transport 


eqpt. ($413) Elec. machy. & appliances 
($117.7); Chemical elements & comps. 
ments ($75.4); Plastic materials etc. 
FOOTNOTES: 
Trade figures; 
and Trade figures; (3) Col.c: 
Eqpt. and trade figures; 


($100.6); 
($55.9) 


weighted avg. AS$0.678 used for GDP, 
(4) Col.D: % change computed on A$ figures. 


($118.3); Misc. manufactured products 
Prof. & Scientific Instru- 
Manufactures of metal 
(1) Col.A: weighted avg. AS$0O.855 used for GDP, 
(2) Col.B: weighted avg. AS$O.779 used for GDP, 


($42.6) 
Plant & Eqpt. and 
Plant & Eqpt. 
Plant & 
Becaus<¢ 


of the effect of changes in exchange rates, these figures do not correspond 
to the percentage change which would result if computed from the U.S. dollar 


figure. *Net Monetary Movements 


Sources: 
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SUMMARY 


Inflation, rising unemployment, a balance of payments down- 
turn and a general slackening in economic activity are the 
key problems confronting Australia in the last quarter of 
1974. The nation's economy had clearly turned the corner by 
mid-1974, following a boom year in which commodity and 

labor scarcities coincided with a surging international 
trade surplus. Serious inflation is the major economic 
problem carrying over from recent months to the present, 

and the inflation rate is expected to rise further in the 
months ahead. 


The Australian Government took two major steps during 
September, 1974 to deal with current economic problems. 

A moderately expansionary Budget for Fiscal Year 1975 was 
introduced at mid-month, followed a week later by a 12 
percent devaluation of the Australian dollar. Whatever 
impact these measures may have on other problems, their 
direct short-term effects will be to weaken the Government's 
anti-inflation campaign. 


In part, today's changed economic conditions reflect the 
success of deliberate Government policies in the past. To 
cope with worsening demand-led inflation and concurrent 
shortages of goods, particularly consumer products, the 
authorities four times in less than two years allowed the 
value of the Australian dollar to increase in terms of the 
U.S. dollar. In 1973, an unprecedented unilateral 25 percent 
across-the-board tariff cut was announced. Simultaneously, 
the Government maintained strict controls on capital inflows 
to tighten local liquidity and serve other policy objectives. 
One dramatic result was an eventual sharp rise in imports. 
Only strong world demand and high prices for Australian 
agricultural and mineral exports averted an earlier trade 
balance turnaround. 


While domestic prices undoubtedly would have risen even 

more steeply in the absence of these policy measures, 
inflation continued to worsen. Australia's Consumer Price 
Index (CPI), which rose 8.2 percent during FY1973, increased 
14.4 percent during the 12 months ended June 30, 1974. 
Before the devaluation, Government officials predicted 

the annual inflation rate would exceed 20 percent later in 
FY1975. The excess demand problems of the previous fiscal 


year have largely been supplanted by serious cost pressures 





fuelled by recent substantial wage increases and demands for 
future pay raises in the 20%-30% bracket. The Australian 
Treasury foresees a 22.5 percent increase in average weekly 
income for males during FY1975. 


Meanwhile, unemployment - always a sensitive political issue 
in Australia - has begun to rise. The rate of registered 
unemployed (which somewhat understates the situation) 
increased from 1.34 percent last June to 1.82 percent in 
early September. Most observers expect unemployment to rise 
further despite the Treasury's assumed 2 percent growth in 
overall employment. 


Australia is unlikely to sustain its recent remarkably high 
levels of imports due to the levelling off of domestic demand 
and the 12 percent devaluation, which will stimulate exports 
and raise the price of imports. Now that the devaluation 
anticipated by many has occurred, capital inflow in the form 
of long-term foreign borrowing should increase, although the 
amount is difficult to predict. 


In sum, FY1975 should see a slackening of economic activity 
compared to last year. Treasury officials anticipate only 
a modest increase in non-farm domestic product, despite the 
expanded government spending proposed in the Budget. Farm 
income is expected to decline. Because of the importance 
of foreign trade to Australia's economy (exports are equiva- 
lent to about 13 percent of Gross Domestic Product), world 
economic events beyond Australia's control will, as usual, 


have a significant impact on its economic performance in 
FY1975. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Slowdown, Inflation and Uncertainty - Following a year of 
high employment, balance of payments strength, full capacity 
production and rising prices, Australia faces a significant 
economic slow-down with continuing serious inflation. The 
Australian Treasury has forecast 2 percent growth for gross 
non-farm domestic output at constant prices for FY1975 
compared to 5.4 percent growth during FY1974. The problem 
of a "double digit" inflation rate, which Australia shares 
with many other developed countries, seems likely to worsen. 
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An annual rate of increase in the Consumer Price Index 
exceeding 20 percent is predicted. The prospect of tapering 
economic growth combined with worsening inflation is creating 
considerable uncertainty among consumers and investors, which 
in turn reinforces expectations of a disappointing, but not 
disastrous, period ahead. Industrial production of 15 out of 
34 key items fell during June-August 1974, compared to the 
same period in 1973. Prospects are that overall production 
will continue to level off in coming months. On the more 
positive side, Australia is likely to remain relatively 
unscathed by the direct effects of higher world petroleum 
prices because of its 70 percent self-sufficiency in oil. 


Anti-Inflation Strategy - Clearly the major issue during the 
May 18 Parliamentary election campaign, inflation has been 
labelled by many Government and Opposition leadersalike as 
Australia's number one current problem. But while concern 
about the situation is virtually unanimous, no consensus has 
emerged on how to deal with it. Conventional demand 

restraint measures (a sizeable Budget surplus and an acceptance 
of increased unemployment) were considered but ultimately 
rejected by the Government, largely on the grounds. that the wage- 
cost-wage spiral had replaced excess demand as the principal 
engine of inflation. Earlier official exhortations for 
Governmental belt-tightening proved short-lived in light of 
September's Budget, which will increase Federal outlays 

by 32.4 percent over FY1974 levels. And lastly, the recent 

12 percent devaluation will weaken the Government's anti- 
inflationary strategy by raising import costs and increasing 
local receipts from export sales. 


An important feature of Australia's current anti-inflation 
strategy, however, is to seek agreement with Australian labor 
organizations to restrain their future wage demands. The 
unions have indicated willingness to consider such restraint, 
provided numerous union objectives in other policy areas such 
as taxation and maintenance of full employment are satisfied. 
The FY1975 Budget has an important role in this strategy, as does 
the recent devaluation of the Australian dollar. While these 
measures bear on a number of important conditions which labor 
has prescribed however, the final outcome on other parts of 
Labor's policy package is not yet known. For this reason, the 
question of whether the effort to obtain a commitment on wage 
restraint will succeed remains open at this time. 


Despite the recent Budget and devaluation, other key anti- 


inflation measures remain in place. A complete ban on 
short-term (under 2 years) foreign borrowing continues, 
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although the Variable Deposit Requirement (VDR) that a 
portion of all long-term overseas borrowings be lodged in 
an interest-free account was recently cut from 25 to 5 
percent. Monetary policy remains restrictive even though 
a substantial relaxation of bank reserve requirements has 
been allowed to compensate for the contractionary effects 
of a growing current account deficit and end-of-year tax 
collections. 


Unemployment and Labor Discontent - Perhaps the most signi- 
ficant economic change in Australia in recent months has 


been the growth in unemployment. While both the Government 
and Opposition parties are outspokenly committed to preserving 
full employment, the ruling Labor Party is perhaps even more 
resistant to increases in unemployment because of its labor 
union base. 


The rate of registered unemployed has risen from 1.31 per- 
cent in April, 1974 to 1.82 percent in early September. 
Company and union officials in certain industries, notably 
textiles, apparel, footwear, glass, home appliances and 
automobiles, say they have been particularly hard hit by 


higher imports. One Government Minister predicted in 
August that the number of Australians out of work might 
double during the year ahead. Most observers foresee a 
continuing rise in the jobless rate. 


Meanwhile, labor unrest in recent months has led to loss of 
production and other problems. The number of working days 
lost due to industrial disputes during the first 6 months 
of 1974 was over 90 percent of the total for all of 1972 
and 1973 combined. There are some indications, however, 
that the recent rise in unemployment may lead to a lessen- 
ing of output lost through strikes. 


Consumer Spending and Business Investment - The Treasury 
forecasts that non-Governmental spending will be restrained 


in FY1975. Personal consumption expenditure is likely to 
register "moderate" growth at best. Demand for automobiles 
and other consumer durables will be constrained by the 
scarcity of consumer credit. After a 23 percent rise in 
private plant and equipment investment last year, business 
pessimism concerning cost and profit trends is expected to 
contribute to a decline in new fixed investment. The 
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Budget itself will have a marginally negative impact on 
corporate capital expenditures. However, investment in 
mining and other export industries as well as import- 
competing manufacturing should be somewhat stimulated by 
the 12 percent devaluation. 


Agricultural Downturn - After a boom year in which the gross 
value of rural production rose 27 percent while the volume 
increased only 2 percent, Australian farmers face an economic 
downturn in FY1975. Falling world demand and prices for wool 
and beef will contribute markedly to the decline in farm 
income. Devaluation is expected to have little effect in 
stimulating beef and wool exports. Restrictions imposed 

on beef imports by Japan and the EEC will probably continue 
to depress world demand and prices, while existing high 

wool stocks in Japan will limit wool exports, at least 

until early 1975. 


Government estimates revised to take the devaluation into 
account predict a 25 percent fall in the combined value of 
production of four major commodities: wool earnings received 
by farmers will decrease an estimated 24 percent, beef 43 
percent and wheat 25 percent, while sugar earnings should 
rise 70 percent. The total value in Australian dollars of 
exports of these four commodities is expected to rise by 

only 7.2 percent over last year, with decreases for wool 

and beef being slightly outweighed by increases for wheat 
and sugar. 


International Trade and Payments: Outlook Unclear - The 
September 25 devaluation has also required a reassessment 


of earlier predictions about Australia's balance of trade 
and payments prospects. Earlier shortages had already 
given way to built up inventories, which tend to limit 
further imports. The slackening of domestic demand 
coupled with devaluation reinforces the assumption that the 
phenomenal 47.7 percent growth in imports (over four times 
the rate of export increase) registered in FY1974 will not 
be repeated this year. While Australia's traditional 
"invisibles" deficit (for tourism, shipping, insurance, 
etc.) is certain to remain high, Treasury's prediction of 

a "substantial" current account deficit may now be somewhat 
overstated due to the effects of devaluation. 
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Capital inflow into Australia was largely excluded by 
deliberate policy measures last year, contributing to a 
sizeable balance of payments deficit despite a strong 

trade surplus. With the reduction in the VDR for long- 
term foreign borrowings to a modest 5 percent and the end 
of devaluation expectations, prospects for resumed capital 
inflows in FY1975 are improved. Nevertheless, much will 
depend on the pace of business investment, particularly by 
multi-national companies. Because of long lead times, 
remaining barriers to overseas borrowings and conditions 
imposed by the Government on new foreign investment proposals, 
FY1975 capital inflow is not likely to compensate fully for 
a current account deficit. 


Pressure for Import Restrictions - As imports and registered 
unemployment have risen simultaneously, demands for limits 
on imports have likewise grown. Management and labor spokes- 
men, particularly those concerned with the textiles, apparel, 
footwear, electronics and automobile industries, have called 
for restrictions on imports to prevent serious loss of jobs. 
Import quotas and higher tariffs as well as devaluation had 
been proposed before the exchange rate change was announced. 


As pleas for extra import protection increased, several 

export restraint commitments on textiles were negotiated 

with various Asian suppliers. Demands for more drastic 
action, such as restoration of all or part of the 25 percent 
across-the-board tariff cut of 1973 and outright import 
quotas, were also raised. Ultimately, the Government provided 
broad, additional protection by devaluing. This, however, 

may be insufficient for specific industries particularly hard 
hit by imports - such as textiles, apparel and footwear. 


RECENT DEVELOPMENTS 


FY1975 Budget - Following the re-election of the Whitlam 
Government last May, a moderately expansionary Budget was 
presented in September which contemplates increases exceeding 
30 percent in both expenditures and receipts. An overall 
deficit of $746 million including overseas outlays is en- 
Visaged (expenditures are estimated at $21.3 billion), and 
there will be a modest domestic surplus of $30 million. The 
Budget introduces a capital gains tax and surcharge on 
property income and revises depreciation rules to raise the 
tax-take from mining companies. 
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Because of its major social welfare outlays, moderate tax 
relief to lower income groups and heavier levies on more 
affluent taxpayers, the Budget represents a substantial 
Government attempt to reach agreement with trade unions on 
wage demand restraint. It remains to be seen whether this 
effort will be successful. 


12% Devaluation - On September 25, the Government devalued 
the currency 12 percent, lowering the mid-rate value of one 
Australian dollar from US$1.4875 to USS$1.3090 as of that 
date. Simultaneously, the valuation link with the U.S. 
dollar was ended. The daily value of the Australian dollar, 
while it will still be expressed in terms of U.S. dollars, 
will now be pegged to movements in the average value of a 
"basket" of foreign currencies, weighted according to 
Australia's trading patterns. 


Australia's foreign exchange reserves fell from a peak of 
$6.5 billion in July, 1973, to $4.6 billion in August, 1974. 
Since imports were rising rapidly during the period, this 
amounted to a decrease from reserves roughly equivalent to 
11.5 months of imports to a level about equal to 4.5 months. 


The initial effects of devaluation will be perverse, in 

that Australia's short-run import bill will rise rather 

than fall since it will take time for purchasers to reduce 
imports in response to higher prices. However, devaluation 

in the longer term will reduce pressure on Australia's balance 
of payments and foreign exchange reserves. It will stimulate 
import-competing manufacturers and export industries, notably 
farming and mining. The magnitude of this stimulation 
however, is difficult to assess. Devaluation should marginally 
benefit local U.S. subsidiaries, which have substantial 
investments in the mining and manufacturing sectors. 


Other Significant Developments - The Australian Government 
has recently taken various other steps which will affect 

the local business situation. A high level committee was 
established in July to prepare policy recommendations in the 
form of a "green paper" for the manufacturing industry, 
specifically considering how future industrial development 
can be made to mesh with the Labor Government's broader 
social and economic policies. No deadline for the report 
has been announced. Also in July, the Indus':ries Assistance 
Commission (which incorporates the former Tariff Board) made 
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public its recommendations for a sweeping restructuring of 
the domestic autom>obile industry. The report, which called 
for replacing the present local content plans with a flat 
tariff rate and increased dependence on imports to 
"rationalize" the present fragmented industry, attracted 
heavy union and management criticism. It is unlikely to 

be accepted by the Government without significant modifi- 
cations. Meanwhile, the Government's long-term review of 
the tariff regime is continuing. Australian officials have 
begun a concerted effort to reduce mark-ups on imported 
consumer goods, which they claim have carried extremely 
high profit margins. Mainly through public exhortations 
and instructions to its Prices Justification Tribunal, the 
Government has sought to pressure merchants to reduce 
import prices. To the extent they are successful, these 
efforts will both marginally decrease the businessman's 
incentive to import and increase the consumer's demand for 
imported items offering more attractive prices. 


On the legislative front, Parliament has established the 
Government's controversial Petroleum and Minerals Authority 
(PMA) and passed an important Trade Practices Bill, which 


will ban retail price maintenance agreements among other 
provisions. However, the Senate again refused in August to 
pass legislation broadening the authority and scope of the 
Government's existing Australian Industry Development 
Corporation (AIDC). New anti-dumping legislation is expected 
to be introduced soon to bring Australian practice into 

line with the GATT Code. 


IMPLICATIONS FOR THE UNITED STATES 


Short-term Uncertainties - As already indicated, Australia's 
economy will face serious though not insurmountable problems 
and slower economic growth in the immediate future. American 
exporters will find their products somewhat less price 
competitive with local items due to the devaluation, but 

third country products will - initially, at least - be equally 
disadvantaged. The total effect of the various exchange rate 
changes from August 14, 1971 to the September 25 devaluation 
has been a net appreciation of the Australian against the 

U.S. dollar of almost 17 percent. Thus, American exporters 
still enjoy a considerable price advantage over many third- 
country suppliers. Moreover, as Australia's domestic inflation 
rate continues to outpace that of the U.S., American goods 
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should retain or improve their competitive position with 
local products. The biggest question mark facing U.S. 
exporters is whether Australia will further increase import 
protection for local producers, either selectively or 
across-the-board. To date, those industries apparently 
hit hardest by imports - textiles, apparel, footwear, 
autmobiles and glass - have typically cited low-priced 
imports from Asia as the source of their problems. 


Long-term Market Growth - American export prospects remain 
solid despite recent and pending developments. Thanks to 
its enormous endowment in both mineral and agricultural 
resources, Australia appears assured of impressive long- 
term growth in a world increasingly hungry for both. U.S. 
capital goods have always found a ready market in these 
important industries, both of which will enjoy a boost 

due to the recent devaluation. As Australian companies seek 
to improve their efficiency and reduce labor costs in the 
face of increased import-competition and rapidly rising 
wages, high technology capital goods from the U.S. will be 
steadily more attractive. Also, individual Australians 

have grown increasingly accustomed to U.S. consumer products 
during the past months as imports became more abundant and 
more easily afforded. Recent developments may increase 
somewhat the difficulties faced by U.S. new-to-market 
exporters in establishing sales to Australia. However, 
American companies which have already penetrated the 
growing, affluent Australian market should be able to expand 
further, despite always strong third-country competition. 


Outstanding Opportunities for U.S. Exports - Over the past 
year, as Australian imports grew by nearly 50 percent, the 
U.S. share of those sales rose from 20.8 percent to 22.2 
percent. This provides impressive evidence of the popularity 
of American goods in Australia and the sales acumen of U.S. 
exporters in the face of very stiff competition from other 
countries. 


American exports to Australia have traditionally been con- 
centrated in the fields of high technology industrial 
machinery and equipment, aircraft and other transportation 
equipment, chemicals, and professional and scientific 
instruments. However, FY1974 witnessed a significant rise 
in consumer items as a percentage of total imports from 

the U.S., from approximately 15 percent to almost 19 percent. 
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Miscellaneous Manufactured Articles (including sporting 
goods, sound reproduction and recording equipment, printed 
matter and floor coverings) and Textile Yarn and Fabrics 
were the major gainers. Whether American consumer goods 
can hold their new market share despite devaluation and 

an expected levelling off of imports will be an important 
question in FY1975. 


In the non-consumer category, bright sales prospects loom 
for mining equipment and agricultural machinery. Pollution 
monitoring and control equipment, data processing and 
business machines and bio-medical equipment continue to 
present major U.S. export opportunities, as do process 
control instrumentation, materials handling equipment and 
general labor-saving industrial machinery. On the consumer 
goods side, several U.S. product lines should continue to 
be competitive and popular. Among these are sporting goods, 
high fashion apparel, home furnishings, toys and games, hi-fi 
components, home air conditioners, food freezers and dish 
washers. 


Prospects for Overseas Investors - Since its re-election 
last May, the Labor Government has continued to pursue its 
familiar objective of increasing Australian ownership and 
control of local industries and resources. Environmental 
protection, maximum local processing of minerals exports, 
safe-guarding aboriginal interests and "fair" export prices 
are other Government goals. Overseas investment in real 
estate and financial intermediaries is specifically dis- 
couraged. Nevertheless, authoritative Government spokesmen 
have reiterated that foreign capital and know-how are still 
welcome when they are deemed to serve Australia's "national 
interest". A new Foreign Investment Committee has been 
established to screen proposals involving overseas capital, 
including locally generated funds owned by foreigners. The 
new Committee will complement the committee created in 1972 
to screen foreign take-over bids. 


However, the Government may prove to be somewhat less 
restrictive of overseas investment if balance of payments 
pressures become more serious. With the end of its export 
boom, Australia could find it again requires substantial 
capital inflows to compensate for current account deficits. 
Long-term development prospects, particularly in the minerals 
field, offer distinct investment opportunities to overseas 
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companies willing to adjust to new policy requirements. 
While Australia's welcome for foreign capital is clearly 
not as unqualified as it once was, the country remains 

an attractive site for investment because of its stable 
political system, respect for contractual obligations and 
bright promise of future development. 


Commercial Services for U.S. Business - The U.S. Trade 
Center in Sydney and U.S. Commercial Officers in five cities 
offer American businessmen interested in Australia a wide 
variety of commercial services and assistance. The Trade 
Center can assist American firms' marketing efforts through- 
out Australia. In coming months, the Trade Center will 

offer exhibitions, technical seminars and between-show- 
promotions for industrial process controls and instrumentation, 
U.S. book publishers, printing and graphic arts equipment, 
sporting and recreation items, medical and laboratory equip- 
ment, food packaging and printing equipment, metal working 
and finishing machinery and materials handling equipment. 

In addition, Commercial Officers in U.S. consular posts in 
Melbourne, Sydney, Brisbane and Perth and the American 
Embassy in Canberra stand ready to assist U.S. businessmen 
with a range of services. Because of special opportunities 
for increasing exports in selective product lines, commercial 
officers are giving particular emphasis to promoting business 
equipment, consumer goods, bio-medical equipment, farm 
machinery, printing and graphic arts equipment, industrial 
and scientific instruments, engineering services and tourism. 
U.S. firms can obtain more details from the Office of 
International Marketing, DIBA, U.S. Department of Commerce, 
Washington D.C. 20230. 


American exporters interested in the Australian market should 
also be aware of the comprehensive program of loans and 
guarantees to finance exports of U.S. goods and services 
offered by the U.S. Export-Import Bank. They should particu- 
larly note the EXIM Bank's arrangements for Cooperative 
Financing Facilities (CFF). Numerous banks throughout 
Australia have entered into CFF arrangements with the EXIM 
Bank and can offer Australian customers of U.S. exporters 
favorable financing terms. These terms are available for 
relatively small sales as well as for larger transactions. 
Further information is available from the Export-Import Bank 
of the United States, 811 Vermont Avenue, N.wW., Washington 
B.C. BWS7i. 
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